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IN THE MATTER OF THE APPLICATION OF
BEAVER DAM WATER COMPANY, INC., FOR
A CERTIFICATE OF CONVENIENCE AND
NECESSITY TO PRVIDE WASTEWATER
SERVICE IN MOHAVE COUNTY, ARIZONA.
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STAFF'S MODIFICATIONS TO THE
RECOMMENDED OPINION AND

ORDER

S ta ff re comme nds  its  a doption  by the
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9 S ta ff ge ne ra lly supports  the  Re comme nde d Opinion a nd Orde r ("ROO") da te d Fe brua ry 25,

10 2008 pre pa re d by Adminis tra tive  La w Judge  Yve tte  Kinse y re ga rding Be a ve r Da m Wa te r Compa ny,

l l Inc. for a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity.

12 Commis s ion with the  following modifica tions .

13 Firs t, the  trea tment of debt should be  cla rified. The  ROO adopts  a  capita l s tructure  composed

14 of 40 pe rce nt e quity a nd 60 pe rce nt a dva nce s . Tra ditiona lly, the  te rn "ca pita l s tructure " is  us e d to

15 re fe r to a  trunca te d ve rs ion tha t include s  only de bt a nd e quity. A more  e xte nde d de finition include s

16 e quity, de bt, a dva nce s -in-a id-of-cons truction ('a dva nce s ') a nd contributions -in-a id-of-cons truction

17 ("contributions"). Exa mple s  of trunca te d a nd e xte nde d ca pita l s tructure s  a re  illus tra te d be low.
lg Component Capita l S tructure (Trunca te d)

Equity $ 60,000 75%
De bt 20,000 25%

20 Tota l $100,000
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24

25 The  a dopte d ca pita l s tructure  a ppa re ntly us e s  the  e xte nde d de finitive  s ince  it include s

26 a dva nce s . Howe ve r s ince  the  a dopte d ca pita l s tructure  is  s ile nt re ga rding the  de bt compone nt, it

27 could conce iva bly be  inte rpre te d a s  40 pe rce nt e quity a nd 60 pe rce nt de bt us ing the  trunca te d

28 de finition a nd the n providing for 60 pe rce nt of tha t tota l a s  a dva nce s . In orde r to a void the  pote ntia l

Equity
De bt
Advances
Contributions

Tota l

Capital Structure (Extended)

$ 60,000 60%
10,000 10%
10,000 10%
20,000 20%

$100,000 100%
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l for mis inte rpre ta tion, S ta ff re comme nds  tha t the  a dopte d pe rce nta ge s  for e a ch compone nt (e quity,

debt, advances and contributions) of the  capita l s tructure  be  specified.

S ta ff did not e xplicitly s pe cify the  re comme nde d pe rce nta ge  for e a ch compone nt of its

e xte nde d ca pita l s tructure  in its  S ta ff Re port or during the  he a ring. Furthe r, S ta ff did not e xplicitly

s ta te  tha t its  re comme nda tion re ga rding ca pita l s tructure  include d no de bt a uthoriza tions . The5

6 following pre s e nts  S ta ffs  e xte nde d ca pita l s tructure  to c la rify S ta ff pos ition.

Compone nt Ca pita l S tructure  (Exte nde d)

E qu ity 7 0 %
De b t 0 %
Adva nce s /Contributions 3 0 %

Tota l 100%
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S e cond, S ta ff s e e ks  to cla rify the  ca pita l s tructure  compos e d of 40 pe rce nt e quity a nd 60

12 pe rce nt a dva nce s  a dopte d by the  ROO. As  s hown a bove , S ta ff a lte rna te ly re comme nds  a  ca pita l

13 s truc tu re  compos e d  o f 70  pe rce n t e qu ity, 0  pe rce n t de b t, a nd  30  pe rce n t a dva nce s  a nd /o r

14 contributions . A s trong e quity pos ition is  funda me nta l to the  long-te rm fina ncia l he a lth a nd the

15 de dica tion of owne rs  to the  utility's  ope ra tiona l e fficie ncy a nd e ffe ctive ne ss . The  ne e d for a  s trong

16 equity pos ition leads  S ta ff to its  recommenda tion to limit advances  and contributions  to 30 pe rcent of

17 tota l e xte nde d ca pita l. De bt is  ina ppropria te  for a  utility with no his tory of prove n profita bility or

18 demonstra ted ability to pay debt se rvice .

19 La s tly, the  $45 re s ide ntia l minimum monthly fla t ra te  a dopte d by the  ROO is  incons is te nt

20 with the  capita l s tructure  adopted by the  ROO. The  ROO adopted ra te s  in combina tion with the  ROO

21 a dopte d ca pita l s tructure  of 40 pe rce nt e quity, 0 pe rce nt de bt, a nd 60 pe rce nt a dva nce s  provide s  a

22 proje cte d 15.8 pe rce nt ra te  of re turn for ye a r 5 of ope ra tions , while  the  a dopte d ra te  of re turn is  only

23 8.1 pe rcent. In orde r to achieve  the  8.1 pe rcent ra te  of re turn recommended by S ta ff with the  ROO's

24 re comme nde d ca pita l s tructure , the  monthly re s ide ntia l ra te  would ha ve  to be  re duce d from $45 to

25 $40.65.

11

In summa ry, S ta ff sugge s ts  the  following modifica tions  to the  ROO. Firs t, the  Orde r should

27 e xplicitly s ta te  tha t no a uthoriza tions  to is s ue  de bt a re  gra nte d. S e cond, the  Commis s ion s hould

28 a dopt a  ca pita l s tructure  compose d of 70 pe rce nt e quity, 0 pe rce nt de bt, a nd 30 pe rce nt a dva nce s

26



1 and/or contributions  to be  cons is tent with the  proposed authorized ra te s . The  capita l s tructure  in the

2 R00 compose d of 40 pe rce nt e quity a nd 60 pe rce nt a dva nce s  is  incons is te nt with the  ra te s  a dopte d

3 re sulting in a  re turn fa r exceeding tha t othe rwise  contempla ted. Moreove r, inadequa te  equity capita l

4  a t s ta rt-up  contribute s  to  unde rmining the  long-te nn fina ncia l he a lth  of a  u tility, it provide s  a n

5 insufficient e a rnings  ba se  for funding growth and future  replacement of facilitie s , and discourages  a

6 long-te rm in te re s t a nd  commitme nt from owne rs . Th e re fo re ,  a  lo w in itia l le ve l o f e q u ity

7 ca pita liza tion is  not in the  public inte re s t.

8 RESPECTFULLY submitted this  5th day of March, 2008.
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{thin  R. Mifche u
Attorne y, Le ga l Divis ion
1200 West Washington Street
P hoe nix, Arizona  85007
Te lephone : (602) 542-3402
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Origina l and thirteen (13) copies
of the  foregoing were  filed this
5th day of March, 2008 with:

18
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Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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Copy of the  foregoing ma iled this
6  da y of2008 to :
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Bob Fris by
Beaver Dam Wate r Company, Inc.
P .O. Box 559
Beave r Dam, Arizona  86432
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